Report of the auditor-general to the Limpopo provincial legislature 
and council of Mogalakwena Local Municipality 


Report on the audit of the financial statements 


Adverse opinion 

1. I have audited the financial statements of the Mogalakwena Local Municipality set out on 
pages... to.... which comprise the appropriation statement, statement of financial position 
as at 30 June 2018, the statement of financial performance, statement of changes in and 
cash flow statement and the statement of comparison of budget information with actual 
information for the year then ended, as well as the notes to financial statements, including 
a summary of significant accounting policies. 

2. In my opinion, because of the significance of the matters described in the basis for adverse 
opinion section of my report, the financial statements do not present fairly, in all material 
respects, the financial position of the Mogalakwena Local Municipality as at 30 June 2017, 
and its financial performance and cash flows for the year then ended in accordance with 
South African Standards of General Recognised Accounting Practice (SA Standards of 
GRAP) and the requirements of the Municipal Finance Management Act of South Africa, 
2003 (Act No. 56 of 2003) (MFMA) and the Division of Revenue Act of South Africa, 2016 
(Act No.3 of 2016) (DoRA). 

Basis for adverse opinion 

Property, plant and equipment 

3. I have identified a difference of R 159 249 241 between the opening balance of property, 
plant and equipment per the asset register and my re-computations. Consequently, the 
opening balance for property, plant and equipment is understated by R 159 249 241. 

4. Standard of Generally Recognised Accounting Practice, GRAP 3, Accounting policies, 
Changes in accounting estimates and errors requires that an entity correct material prior- 
period errors retrospectively in the first set of financial statements authorised for issue after 
their discovery by restating the comparative amounts for the prior period(s) presented in 
which the error occurred. Included in the Property, Plant and Equipment note 9 of the 
financial statements is an amount of R1 779 565 791 relating to correction of error in note 
44. The municipality did not make prior period corrections to the opening balances of 
Properly, Plant and Equipment retrospectively and did not restate the comparative as 
required by the accounting standard. My opinion on the current period's financial 
statements is modified in respect of this matter because of the possible effect of this matter 
on the comparability of the current period’s figures. 

5. Included in the land and buildings balance of R465 653 881 (2017: R2 537 328 176) are 
road reserves amounting to R317 732 585 (2017: R2 372 728 710). The road reserves 
were previously not accounted for in the accounting records. The valuation roll was used 
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as a basis for determining the deemed cost values of the road reserves. The assumptions 
used to determine the cost information are inappropriate as the market values in the 
valuation roll consist of land and developments on the land whereas the road reserves 
consist only of land. My audit opinion on the financial statements for the period ended 30 
June 2017 was modified accordingly. Consequently, land in respect of road reserves is 
overstated. I was not able to determine the full extent of the overstatement as it was 
impracticable to do so. 

6. I have identified vacant land amounting to RIO 877 019 (2017: R30 450 251) that meets 
the definition of investment property as per GRAP 16, Investment property that was 
incorrectly accounted for as property, plant and equipment. Management did not have 
adequate control mechanisms for classifying properties between investment property and 
property, plant and equipment. My audit opinion on the financial statements for the period 
ended 30 June 2017 was modified accordingly. Consequently, property, plant and 
equipment stated at R5 001 284 774 (2017: R6 268 489 354) is overstated by R10 
877 019 and investment property understated by the same amount. 

7. In the year ended 30 June 2017 I identified that the municipality did not recognise certain 
infrastructure assets in accordance with GRAP 17 Property, plant and equipment. Certain 
infrastructure assets were incorrectly recognised as expenditure in repairs and 
maintenance. Consequently, comparative figures for infrastructure assets stated at R 
3 563 903 991 are understated by R27 041 851. My opinion on the current period’s 
financial statements is also modified because of the possible effect of this matter on the 
comparability of the current period’s figures. There is also a resultant impact on the 
accumulated surplus. 

8. In the year ended June 2017, I had identified a difference of R11 995 766 between the 
opening balance of property, plant and equipment of R6 165 112 887 to the financial 
statements and the balance of R6 153 117 423 as per the assets register. My audit opinion 
on the financial statements for the period ended 30 June 2017 was modified accordingly. 
Further, I have identified a difference of R 371 059 522 between the carrying value of 
property, plant and equipment of R5 001 284 774 as per note 9 to the financial statements 
and the balance of R 4 630 225 251,91 as per the assets register. Consequently, the 
carrying value of property, plant and equipment is overstated by R371 059 522. My opinion 
on the current period’s financial statements is modified in respect of this matter because 
of the possible effect of this matter on the comparability of the current period’s figures. 

9. In the year ended 30 June 2017, I had identified differences in depreciation between the 
asset register and my re-computations to the value of R252 115 068. My audit opinion on 
the financial statements for the period ended 30 June 2017 was modified accordingly. 
Further, I have identified differences between depreciation as per the assets register and 
depreciation as per my re-computations based on the variables in the assets’ records in 
the current year. Consequently, property, plant and equipment stated at R5 001 284 774 
(2017: R6 268 489 354) is understated by R15 207 116. There is a resultant impact on 
deficit for the period and accumulated surplus. 

10. In the year ended 30 June 2017, the municipality did not account for land amounting to 
R90 392 423 in the accounting records. Management's processes for determining land 
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owned by the municipality are inadequate. My audit opinion on the financial statements for 
the period ended 30 June 2017 was modified accordingly. Further in the current year, 
included in the carrying value of Buildings and Land, and Community Assets in note 9 to 
the financial statements, are amounts relating to the acquisition of assets to the value of 
R 3 413 805 and R 8 901 820 respectively. The municipality did not account for these 
acquisitions in the asset register. Consequently, Property, plant and equipment stated at 
R5 001 284 774 (2017: R6 268 489 354) is overstated by R12 315 625. 

Unspent conditional grants and receipts 

11.1 identified a difference of R292 549 849 (2017: R38 860 894) between the unspent 
conditional grants of R 133 398 243 in the financial statements and the amount of R 
425 993 092 as per the accounting records. My audit opinion on the financial statements 
for the period ended 30 June 2017 was modified accordingly. Management did not 
reconcile the difference and Consequently, unspent conditional grants and receipts is 
understated by R292 549 848. 

12.1 was unable to obtain sufficient appropriate audit evidence for journals processed against 
unspent conditional grants and receipts amounting to R 55 504 494 as the municipality did 
not provide the underlying supporting documents. I could not confirm these journals by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
unspent conditional grants and receipts stated at R133 398 243 in the financial statements 
was necessary 

Payables from exchange transactions 

13. The municipality did not account for outstanding payments to contractors amounting to 
R59 700 832 in the accounting records. Consequently, payables from exchange 
transactions stated at R267 236 623 and work in progress is understated. 

Statement of changes in net assets 

14.1 identified a difference ofRI 671 913 684 between the correction of error in the statement 
of changes in net assets of R1 730 273 593 and the amount of R37 958 000 as per the 
correction of error note 44 to the financial statements. Management did not reconcile the 
difference. Consequently, the statement of changes in net assets is understated by 
R1 671 913 684. 

Revenue from exchange transactions 

15.1 identified a significant number of missing receipt numbers in the accounting records. 
Consequently, sales of electricity revenue are understated. I was not able to determine the 
full extent of the understatement of sale of electricity revenue stated at R224 527 459 as 
it was impracticable to do so. Additionally, there was a resultant impact on surplus for the 
year and accumulated surplus. 

16. In the year ended 30 June 2017, I identified that the municipality did not have adequate 
systems for apportioning revenue between the current and previous financial years for 
customer accounts previously billed using estimates. I identified instances where customer 
accounts were billed for a prolonged period using estimated consumption. Consequently, 
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comparative figures for service charges revenue from the sale of water of R52 567 511 as 
per note 27 to the financial statements was overstated by R34 426 190 due revenue 
recognised in an incorrect accounting period. Additionally, there was a resultant impact on 
accumulated surplus. My opinion on the current period’s financial statements is modified 
because of the possible effect of this matter on the comparability of the current period’s 
figures. 

Revenue from non-exchange transactions 

17.1 identified a difference of R591 155 459 (2017: R17 450 006) between the transfers and 
subsidies received of R914 796 631 in the financial statements and the amount of R323 
641 172 as per the accounting records. Management did not reconcile the difference. 
Consequently, transfers and subsidies received are overstated by R591 155 459. 

18. In the year ended 30 June 2017, I identified that the equitable share of R331 695 000 as 
per note 26 to the financial statements, differed to the amount of R348 115 000 allocated 
as per the DoRA. Consequently, equitable share was understated by R16 420 000. There 
was a resultant impact on accumulated surplus. My opinion on the current period’s 
financial statements is modified because of the possible effect of this matter on the 
comparability of the current period’s figures. 

Inventories 

19. Standard of Generally Recognised Accounting Practice, GRAP 12, Inventories requires 
that inventories be measured at the lower of cost and net realisable value. Included in land 
inventories of R16 100 936 (2017: R1 125 495), is vacant land available for sale of R1 085 
867. The cost of this vacant land available for sale in the accounting records is valued at 
minimal unrealistic amounts that differ significantly with proposed sale values. 
Consequently, inventories are understated. I was not able to determine the full extent of 
the understatement of land inventory as it was impracticable to do so. There is a resultant 
impact on the accumulated surplus. 

20.1 identified a difference of R190 277 487 between the value of inventories per the inventory 
listing of R220 453 453 and the amount of R30 175 966 as per the accounting records. 
Management did not reconcile the difference. Consequently, inventories are understated 
by R190 277 487. 

21. Standard of Generally Recognised Accounting Practice, GRAP 3, Accounting policies, 
Changes in accounting estimates and errors requires that an entity correct material prior 
period errors retrospectively in the first set of financial statements authorised for issue after 
their discovery by restating the comparative amounts for the prior period(s) presented in 
which the error occurred. Included in the Inventories balances of R 30 175 966, is an 
amount of R 14 987 352 which relates to the correction of prior period errors. The 
municipality did not make prior period corrections to the opening balances of Inventories 
retrospectively and did not restate the comparative figures as required by the accounting 
standard. My opinion on the current period's financial statements is modified in respect of 
this matter because of the possible effect of this matter on the comparability of the current 
period’s figures. 


Scanned by CamScanner 


22. In the year ended 30 June 2017, I identified vacant land amounting to R20 648 551 that 
met the definition of inventory as per GRAP 12, Inventories that was incorrectly accounted 
for as property, plant and equipment. Management did not have adequate control 
mechanisms for classifying properties between inventory and property, plant and 
equipment. Consequently, comparative figures for inventory were understated by R20 648 
551 and property, plant and equipment was overstated by the same amount. My opinion 
on the current period’s financial statements is modified in respect of this matter because 
of the possible effect of this matter on the comparability of the current period’s figures. 


Receivables from non-exchange transactions 

23. GRAP 104, Financial instruments require an entity to assess at the end of each reporting 
period whether there is any objective evidence that a financial asset or group of financial 
assets is impaired. The municipality did not assess whether there is any objective evidence 
that receivables in respect of government institutions were impaired in the current period. 
Consequently, I was unable to determine whether any further adjustments to receivables 
from exchange transactions stated at R108 512 426 (2017: R 111 134 156) and 
receivables from non-exchange transactions stated at R 178 163 356 (2017: R 49 
446 151) in the financial statements were necessary. My audit opinion on the financial 
statements for the period ended 30 June 2017 was modified accordingly. Additionally, 
there was a resultant impact on the deficit for the period and accumulated surplus in the 
financial statements. 

24.1 identified a difference of R 100 711 000 between Receivables from non-exchange 
transactions Accrued Income of R116 501 901 per note 4.1 of the financial statements and 
accrued income listing of R15 790 900. Consequently, receivables from non-exchange 
transactions, relating to accrued income is overstated by R 100 711 000. 

25. Included in long term receivables stated at R 17 151 452, is an amount of R 11 958 261 
relating to the current portion of long term receivables. The amount relating to the current 
portion of long term receivables, has also been separately presented under current assets 
thus double counting. Consequently, long term receivables are overstated by 
R11 958 261. 

Receivables from exchange transactions 

26.1 was unable to obtain sufficient appropriate audit evidence for journals processed against 
Receivables from exchange transactions amounting to R 111 901 140 as the municipality 
did not provide the underlying supporting documents. I could not confirm these journals by 
alternative means. Consequently, I was unable to determine whether any adjustment to 
Receivables from exchange transactions stated at R 108 512 426 in the financial 
statements was necessary. 

27. In the year ended 30 June 2017, I identified that the municipality did not have adequate 
systems for allocating direct bank deposits in respect of property rates and service charges 
to specific debtors' accounts. I identified unallocated receipts amounting to R16 275 042 
included in comparative figures for payables from exchange transactions as per note 16 
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to the financial statements. Consequently, receivables from exchange and non-exchange 
transactions were overstated by R16 275 042. Additionally, there is a resultant impact on 
provision for impairment of consumer debtors from exchange, payables from non¬ 
exchange transactions and accumulated surplus. My opinion on the current period s 
financial statements is modified in respect of this matter because of the possible effect of 
this matter on the comparability of the current period's figures. 

Investment property 

28. In the year ended 30 June 2017, I identified that the municipality revalued its investment 
property, contrary to its elected accounting policy of accounting for investment property on 
the cost model as per GRAP 16, Investment property. Consequently, comparative figures 
for investment property stated at R35 359 425 were overstated by R18 059 113. My 
opinion on the current period’s financial statements is also modified because of the 
possible effect of this matter on the comparability of the current period’s figures. There is 
also a resultant impact on the accumulated surplus. 

Consumer deposits 

29.1 identified a difference of R 100 711 000 between consumer deposits of R123 701 324 
per note 14 of the financial statements and consumer deposit register of R22 900 324. 
Consequently, consumer deposits are overstated by R 100 711 000. 

Commitments 

30.1 identified a difference of R204 624 745 between the value of commitments per the 
commitment schedule of R680 909 523and the amount of R476 284 778 as per the 
financial statements. Management did not reconcile the difference. Consequently, 
commitments are understated by R204 624 745. 

31.1 determined that commitments were valued at incorrect amounts, as I had identified a 
difference of R 143 625 298 (2017: R12 947 603) between the amounts recorded in the 
commitments schedule and underlying supporting documents. My audit opinion on the 
financial statements for the period ended 30 June 2017 was modified accordingly. My 
opinion on the current period’s financial statements is also modified because of the 
possible effect of this matter on the comparability of the current period’s figures. 

Unauthorised expenditure 

32. The municipality incorrectly calculated unauthorised expenditure as per note 48.1 to the 
financial statements. I have identified a difference of R777 448 199 between current year 
unauthorised expenditure of R1 117 369 419 as per note 48.1 to the financial statements 
and the amount of R 339 921 220 as per the underlying records. Consequently, 
unauthorised expenditure is overstated by R777 448 199. 

33.1 have identified a difference of R1 878 587 050 between the comparative balance of 
unauthorised expenditure per note 48.1 of the financial statements of R2 145 395 254 and 
the 2017 audited financial statements of R266 808 204. Consequently, the opening 
balance for unauthorised expenditure is overstated by R1 878 587 050. My opinion on the 
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current period’s financial statements is modified in respect of this matter because of the 
possible effect of this matter on the comparability of the current period s figures. 


Irregular expenditure 

34. The municipality did not include particulars of irregular expenditure in note 48.3 to the 
financial statements as required by section 125(2) d of the MFMA. This was due to 
payments made in contravention of the supply chain management requirements, which 
resulted in irregular expenditure of R97 921 868. The municipality did not have adequate 
systems in place to identify and report on all irregular expenditure incurred. I was not 
able to determine the full extent of the understatement irregular expenditure on the 
current year as it was impracticable to do so. Consequently, I was unable to determine 
whether any further adjustments were necessary to the irregular expenditure stated at 
R373 685 032 in the financial statements. 

35.1 have identified a difference of R237 480 871 between the comparative balance of 
irregular expenditure per note 48.3 of the financial statements of R531 813 989 and the 
2017 audited financial statements of R294 333 118. Consequently, the opening balance 
for irregular expenditure is overstated by R237 480 871. My opinion on the current period’s 
financial statements is modified in respect of this matter because of the possible effect of 
this matter on the comparability of the current period’s figures. 

Fruitless and wasteful 

36. The municipality did not include particulars of fruitless and wasteful expenditure in note 
48.2 to the financial statements as required by section 125(2) d of the MFMA. This was 
due to late payments made to suppliers, which resulted in fruitless and wasteful 
expenditure of R2 606 694. The municipality did not have adequate systems in place to 
identify and report on all fruitless and wasteful expenditure incurred. I was not able to 
determine the full extent of the understatement of fruitless and wasteful expenditure on 
the current year as it was impracticable to do so. Consequently, I was unable to 
determine whether any further adjustments were necessary to the fruitless and wasteful 
expenditure stated at R2 606 694 in the financial statements. 

Cash flow statement 

37. The municipality did not prepare the cash flow statements in terms of GRAP 2, Cash flow 
statements. Amounts reflected in the cash flow statement could not be reconciled to the 
underlying records. I was not able to determine the impact on the cash flow statement, as 
it was impracticable to do so. 

Contingent liabilities 

38.1 was unable to obtain sufficient appropriate audit evidence for contingent liabilities due to 
the poor status of accounting records. I could not confirm the contingent liabilities by 
alternative means. Consequently, I was unable to determine whether any further 
adjustments were necessary to contingent liabilities related to court proceedings stated at 
R235 794 477 in the financial statements. 
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Distribution losses 


39.1 have identified a difference of R12 034 605 between the balance of water and electricity 
distribution losses of R54 910 372 as per note 42.3 and my re-computations. 
Consequently, distribution losses are overstated by R12 034 605. 

Statement of comparison of budget and actual amounts 

40.1 have identified material differences between the original budget amounts as approved by 
council and amounts reflected in the statement of comparison of budget and actua 
amounts. Differences that I identified are as follows: 

Financial performance 

. Original revenue budget as per the statement differ to council approved budget by 
R 348 767 911 

• Original expenditure budget as per the statement differ to council approved budget 
by R 30 050 370 

Financial position 

• Total assets budget as per the statement differ to council approved budget by R 
79 568 443 

Capital expenditure 

• Capital budget differ to council approved budget by R 958 624 055 

41 I have identified material differences between the final budget amounts as approved by 
council and amounts reflected in the statement of comparison of budget and actual 
amounts. Differences that I identified are as follows: 

Financial performance 

• Final revenue budget as per the statement differ to council approved budget by R 
838 971 505 (2017: R15 209 978) 

• Final expenditure budget as per the statement differ to council approved budget by 
R 539 475 294 (2017: R38 137 703) 

Financial position 

. Total assets budget as per the statement differ to council approved budget by R 7 
075 308 308 
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• Total liabilities budget as per the statement differ to council approved budget by R 
14 440 189 

Capital expenditure 

• Capital budget differ to council approved budget by R 1 041 742 552 (2017: R 26 
373 895) 

Cash flows Statement 

• Cash Flows from Operating Activities differ to council approved budget by R 106 
576 585 

• Cash Flows from Investing Activities differ to council approved budget by R 387 
871 

Aggregation of immaterial uncorrected misstatements 
Payables from exchange transactions 

42. Payables from exchange transactions was materially misstated by RIO 629 957 due to the 
cumulative effect of individually immaterial uncorrected misstatements the following items: 

• Payables from exchange transactions stated at R267 236 623 were overstated by 
R7 004 189. 

Non-current assets 

43. In addition to the individually material uncorrected misstatements, non-current assets were 
materially misstated by R15 913 770 due to the cumulative effect of individually immaterial 
uncorrected misstatements in the following items: 

• Property, Plant and Equipment stated at R 5 001 284 774 was understated by R8 645 
004. There is a consequential impact on accumulated surplus and Property, Plant and 
Equipment. 

• Intangible assets stated at R1 623 892 were understated by R2 171 432. There is a 
consequential impact on accumulated surplus and Intangible assets. 

. Investment property stated at R38 029 892 was understated by R5 097 334. There is 
a consequential impact on accumulated surplus and Investment property. 
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Context for the opinion 

44. I conducted my audit in accordance with the International Standards on Auditing (ISAs). 
My responsibilities under those standards are further described in the auditor-general’s 
responsibilities for the audit of the financial statements section of this auditor's report. 

45. I am independent of the municipality in accordance with the International Ethics Standards 
Board for Accountants’ Code of ethics for professional accountants (IESBA code) and the 
ethical requirements that are relevant to my audit in South Africa. I have fulfilled my other 
ethical responsibilities in accordance with these requirements and the IESBA code. 

46. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my adverse opinion. 


Emphasis of matters 

47. I draw attention to the matters below. My opinion is not modified in respect of these 
matters. 

Restatement of corresponding figures 

48. As disclosed in note 39 to the financial statements, the corresponding figures for 30 June 
2017 were restated as a result of an error in the financial statement of the municipality at, 
and for the year ended 30 June 2018. 

Significant uncertainties 

49. With reference to note 54 of the financial statements, the municipality is currently involved 
in litigation with various third parties. The ultimate outcome of the matters cannot presently 
be determined and no provision for any liability that may result has been made in the 
financial statements. 


Other matter paragraphs 

50. The following other matter paragraphs will be included in our auditor’s report to draw the 
users’ attention to matters regarding the audit, the auditor’s responsibilities and the 
auditor's report: 

Unaudited supplementary schedules 

51. The supplementary schedules set out on pages xx to xx does not form part of the financial 
statements and is presented as additional information. I have not audited this schedule 
and, accordingly, I do not express an opinion thereon. 

Unaudited disclosure notes 

52. In terms of section 125(2)(e) of the MFMA the municipality is required to disclose 
particulars of non-compliance with the MFMA. This disclosure requirement did not form 
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part of the audit of the financial statements and accordingly I do not express an opinion 
thereon. 

Responsibilities of the accounting officer for the financial statements 

53. The accounting officer is responsible for the preparation and fair presentation of the 
financial statements in accordance with SA Standards of GRAP and the requirements of 
MFMA and the DoRA, and for such internal control as the accounting officer determines 
is necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 

54. In preparing the financial statements, the accounting officer is responsible for assessing 
the municipality’s ability to continue as a going concern, disclosing, as applicable, matters 
relating to going concern and using the going concern basis of accounting unless the 
appropriate governance structure either intends to liquidate the municipality or to cease 
operations, or has no realistic alternative but to do so. 

Auditor-general’s responsibilities for the audit of the financial statements 

55. My objectives are to obtain reasonable assurance about whether the financial statements 
as a whole are free from material misstatement, whether due to fraud or error, and to issue 
an auditor’s report that includes my opinion. Reasonable assurance is a high level of 
assurance, but is not a guarantee that an audit conducted in accordance with the ISAs will 
always detect a material misstatement when it exists. Misstatements can arise from fraud 
or error and are considered material if, individually or in aggregate, they could reasonably 
be expected to influence the economic decisions of users taken on the basis of these 
financial statements. 

56. A further description of my responsibilities for the audit of the financial statements is 
included in the annexure to this auditor’s report. 


Report on the audit of the annual performance report 


Introduction and scope 

57. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) (PAA) 
and the general notice issued in terms thereof, I have a responsibility to report material 
findings on the reported performance information against predetermined objectives for 
selected development priorities presented in the annual performance report. I performed 
procedures to identify findings but not to gather evidence to express assurance. 

58. My procedures address the reported performance information, which must be based on 
the approved performance planning documents of the Local Municipality. I have not 
evaluated the completeness and appropriateness of the performance indicators/ 
measures included in the planning documents. My procedures also did not extend to any 
disclosures or assertions relating to planned performance strategies and information in 
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respect of future periods that may be included as part of the reported performance 
information. Accordingly, my findings do not extend to these matters. 

59. I evaluated the usefulness and reliability of the reported performance information in 
accordance with the criteria developed from the performance management and reporting 
framework, as defined in the general notice, for the following selected development 
priorities presented in the annual performance report of the municipality for the year ended 
30 June 2018: 


Strategic objectives 

Pages in the annual 
performance report 

Key Performance Area 1 - Basic Service Delivery And 
Infrastructure Development 

7-10 

Key Performance Area 5 - Social And Local Economic 
Development 

27-28 

Key Performance Area 6 - Spatial And Environmental 
Management 

29-31 


60. I performed procedures to determine whether the reported performance information was 
properly presented and whether performance was consistent with the approved 
performance planning documents. I performed further procedures to determine whether 
the indicators and related targets were measurable and relevant, and assessed the 
reliability of the reported performance information to determine whether it was valid, 
accurate and complete. 

The material findings in respect of the usefulness and reliability of the selected objectives 
are as follows: 

Key Performance Area 1 - Basic Service Delivery And Infrastructure Development 
Reported targets were not consistent when compared with planned targets 

Various indicators 


61 Planned performance targets were not consistent with reported performance targets, as 
required by the Framework for Managing Programme Performance Information (FMPPI): 


Indicator 

Planned target per SDBIP 

Reported target per the APR 

Percentage of electricity losses 

15% 

16% 

Number of household with access to 
sanitation 

500 

Bid adjudication and contractor 

appointment 


Scanned by CamScanner 

















Reported achievements were not consistent with the planned and reported indicator and target 

Various indicators 


62. Reported performance achievements, were non consistent with planned and reported 
targets, as required by the Framework for Managing Programme Performance Information 
(FMPPI): 


Indicator 

Reported target per the APR 

Reported achievement per the APR 

Blue drop status 

100% 

No assessments conducted 

Green drop status 

100% 

No assessments conducted 


Reported annual achievements inconsistent with reported quarterly targets 

Number of meter audit conducted 

63. Annual achievement was not consistent with the sum of quarterly achievements, as 
required by the Framework for Managing Programme Performance Information (FMPPI): 


Indicator 

Actual performance Q1-Q4 

Annual Performance APR 

Number of meter audit conducted 

159 

0 


Reported achievements not reliable 

Various indicators 

64. The municipality did not have an adequate performance management system to maintain 
records to enable reliable reporting on achievements of the targets. The reported 
achievements of the indicators listed below were misstated, as the evidence provided did 
not agree with the reported achievements as follows: 


Indicator 

Reported Achievement 

Audited value 

Percentage of leaks reported and retained within 
48 hrs of becoming aware of. 

100% 

8% 

Number of km road gravelled and bladed 

1055 

924 

Number of speed checks conducted year phased 

in by each quarter 

71 

57 


Reported achievement not supported bv sufficient appropriate audit evidence. 

Number of law enforcement inspections conducted 
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65.1 was unable to obtain sufficient appropriate audit evidence for the reported achievement 
of number of law enforcement inspections conducted. This was due to a lack of an 
adequate performance management system to maintain records to enable reliable 
reporting on achievement of the target. I was unable to confirm the reported achievement 
by alternative means. Consequently, I was unable to determine whether any adjustments 
were required to the reported achievement of 66. 


Various indicators 

66. The municipality disclosed corrective measures to indicators, in respect of indicators 
where there is none or poor performance. Sufficient appropriate audit evidence could not 
be provided to corroborate the corrective measures. Consequently, I was unable to 
determine whether any further adjustments were required to the reported achievements. 


Indicator 

Reason for poor/non-performance 

Corrective measures 

Number of villages with access to 
weekly refuse removal 

Shortage of waste removal trucks 

Purchasing of new 
waste removal trucks 

Number of Integrated Waste 

Management Plan reviewed Per annum 

No budget allocated 

Budget provisions for 
the review Waste 

Management Plan in 
2018/19 


Key Performance Area 5 - Social and Local Economic Development 
Reported annual achievements inconsistent with reported quarterly targets 

Number of jobs created through infrastructure project related to Technical Services 

67. Annual achievement is not consistent with the sum of quarterly achievements, as required 
by the Framework for Managing Programme Performance Information (FMPPI): 


Indicator 

Actual performance Q1-Q4 

Annual Performance APR 

Number of jobs created through infrastructure 

project related to Technical Services 

1 863 

0 


Reported achievement not supported by sufficient appropriate audit evidence 

Various indicators 

68. The municipality did not have an adequate record keeping system to enable reliable 
reporting on achievement of the indicators listed below. As a result, I was unable to obtain 
sufficient appropriate audit evidence in some instances, while in other cases the 
supporting evidence provided did not agree to the reported achievements. Based on the 


Scanned by CamScanner 














supporting evidence that was provided, the achievement of these indicators was different 
to the reported achievement in the annual performance report. I was also unable to further 
confirm the reported achievements by alternative means. Consequently, I was unable to 
determine whether any further adjustments were required to the reported achievements of 
the indicators listed below: 


Indicator 

Reported Achievement 

Audited value 

Number of jobs created through infrastructure 

project related to Technical Services 

1863 

0 

Number of jobs created through infrastructure 

projects related to Electrical Services 

120 

115 


No evidence was provided for the measures reported to improve performance 

Various indicators 

69. The municipality disclosed corrective measures to indicators, in respect of indicators 
where there is none or poor performance. Sufficient appropriate audit evidence could not 
be provided to corroborate the corrective measures. Consequently, I was unable to 
determine whether any further adjustments were required to the reported achievements. 


Indicator 

Reason for poor/non¬ 
performance 

Corrective measures 

Number of jobs created through 
infrastructure project related to 
Community Services 

No projects available in 
this quarter 

Allocation of budget in the next 
financial year 

Number of Jobs created through 
LED initiatives 

No budget for LED 
initiative 

Provision of the budget 

Number of Jobs created through 
CWP 

The municipality does not 
have control over the KPI 

Not applicable 


Key Performance Area 6- Spatial and Environmental Management 
Planned targets not relevant to the reporting 

Review of spatial development framework 

70. The municipality set quarterly targets for the 2017/18 reporting year, which had already 
been achieved in prior years. The planned and reported targets are thus irrelevant to 
the 2017/18 reporting year. 


INDICATOR 

PEROFMANCE FOR 

2016/2017 

QUARTERLY TARGET 

Review of the 
Spatial 
Development 
Framework 

Draft SDF completed, public 

participation not conducted 

Q1: Appointment of the service provider 

Q2: First draft of SDF Establishment of the project plan 
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Q3:Publicise the draft SDF for comments 


Q4: Final approved SDF 


Reported targets were not consistent when compared with planned targets 

Various indicators 

71. Planned performance targets are not consistent with reported performance targets, as 
required by the Framework for Managing Programme Performance Information (FMPPI): 


Indicator 

2017/18 target per the SDBIP 

2017/18 target per the APR 

Review of the Spatial 
Development Framework 

Implementation 

100% reviewed and approved 
SDF 

Conducting of land audit 

Implementation of Land audit 
recommendations 

Audited municipal land 

Conducting Landfill audit 

Implementation of Landfill audit 
recommendations 

Audited municipal landfill 


No evidence was provided for the measures reported to improve performance 

Various indicators 

72. The municipality disclosed corrective measures to indicators, in respect of indicators 
where there is none or poor performance. Sufficient appropriate audit evidence could not 
be provided to corroborate the corrective measures. Consequently, I was unable to 
determine whether any further adjustments were required to the reported achievements. 


Indicator 

Reason for poor/non-performance 

Corrective measures 

Development of a human 

settlement plan 

Non implementation of the procurement 
planicable 

Fast track the SCM 

processes 

Conducting of land audit 

No budget 

Allocation of budget 

Conducting Landfill audit 

Non implementation of the procurement 
plan 

Fast track the SCM 

processes 


Other matter 

73.1 draw attention to the matter below. 

Achievement of planned targets 

74 Refer to the annual performance report on pages 7 to 47 for information on the 
achievement of planned targets for the year. This information should be considered in the 
context of the material findings on the usefulness and reliability of the reported 
performance information in paragraph(s) 24 to x of this report. 
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Adjustment of material misstatements 

75.1 identified material misstatements in the annual performance report submitted for 

auditing. These material misstatements were on the reported performance information of 
KPA 06: Spatial Rational and Environmental Management, KPA 01: Basic Service 
Delivery and Infrastructure Development and KPA 05: Social and Local Economic 
Development. As management did not correct misstatements, we raised material 
findings on the usefulness and reliability of the reported performance information. 


Report on the audit of compliance with legislation 


Introduction and scope 

76. In accordance with the PAA and the general notice issued in terms thereof, I have a 
responsibility to report material findings on the compliance of the municipality with specific 
matters in key legislation. I performed procedures to identify findings but not to gather 
evidence to express assurance. 

77. The material findings on compliance with specific matters in key legislations are as follows: 

Financial statements and annual reports 

78. The financial statements submitted for auditing were not prepared in all material 
respects in accordance with the requirements of section 122(1) of the MFMA. Material 
misstatements identified by the auditors in the submitted financial statements were not 
adequately corrected, which resulted in the financial statements receiving an adverse 
audit opinion. 

79. The 2016-17 annual report was not tabled to the municipal council within seven months 
after the end of the financial year, as required by section 127(2) of the MFMA. 

Procurement and contract management 

80. Bid specifications for some of the tenders were drafted in a biased manner and did not 
allow all potential suppliers to offer their goods or services, in contravention of SCM 
regulation 27(2)(a). 

81. Some contracts were made to bidders other than those recommended by the bid 
evaluation committee without ratification by the accounting officer, as required by SCM 
regulation 29(5)(b). 

82. Sufficient appropriate audit evidence could not be obtained that contract measures to 
combat the abuse of the SCM system were not implemented as per the requirements of 
SCM regulation 38(1), because contracts were awarded to providers who: 

• during the last five years, failed to perform satisfactorily on a previous contract 
with the municipality or municipal entity or other organ of state. 

• committed a corrupt or fraudulent act in competing for the contract. 

• abused the SCM system of the municipality. 
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had been convicted of fraud or corruption during the past five years. 


83. Some of the contracts were awarded to bidders based on preference points that were 
not calculated in accordance with the requirements of the Preferential Procurement 
Policy Framework Act, 2000 (Act No 5 of 2000) (PPPFA) and its regulations. 

84. Some of the construction contracts were awarded to contractors that did not qualify for 
the contract in accordance with section 18(1) of the CIDB Act. 

85. Sufficient appropriate audit evidence could not be obtained that all extensions or 
modifications to contracts were approved by a properly delegated official, as required by 
SCM regulation 5. 

86. The performance of some of the contractors or providers was not monitored on a 
monthly basis, as required by section 116(2)(b) of the MFMA. 

87. Some contracts were awarded to bidders that did not score the highest points in the 
evaluation process, as required by section 2(1 )(f) of PPPFA and Preferential 
Procurement Regulations. 

88. Awards were made to providers whose directors were in the service of other state 
institutions, in contravention of MFMA 112(j) and SCM regulation 44. Similar awards 
were identified in the previous year and no effective steps were taken to prevent or 
combat the abuse of the SCM process, as required by SCM regulation 38(1). 

89. Sufficient appropriate audit evidence could not be obtained that contracts were awarded 
only to bidders who submitted a declaration on whether they were employed by the state 
or connected to any person employed by the state, as required by SCM regulation 13(c). 

Expenditure Management 

90. Money owed by the municipality was not always paid within 30 days, as required by 
section 65(2)(e) of the MFMA. 

91. Reasonable steps were not taken to prevent irregular expenditure, as required by section 
62(1 )(d) of the MFMA. The expenditure disclosed does not reflect the full extent of the 
irregular expenditure incurred as indicated in the basis for qualification paragraph. The 
majority of the disclosed irregular expenditure was caused by non-compliance to supply 
chain prescripts. 

92 Reasonable steps were not taken to prevent fruitless and wasteful expenditure 

amounting to R2 606 694, as disclosed in note 48.2 to the annual financial statements, in 
contravention of section 62(1 )(d) of the MFMA. Fruitless and wasteful expenditure 
amounting to R11 944 409 was incurred on late payment to suppliers. 

Reasonable steps were not taken to prevent unauthorised expenditure amounting to R 
1 117 369 419, as disclosed in note 48.1 to the annual financial statements, in 
vention of section 62(1 )(d) of the MFMA. The majority of the unauthorised 
000 enditure was caused by over spending of the approved budget. 
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Strategic planning and performance management 

94. The performance management system and related controls were not maintained as it did 
not describe how the performance monitoring; review; reporting and improvement 
processes should be conducted; organised and managed, as required by municipal 
planning and performance management reg 7(1). 

Asset Management 

95. An effective system of internal control for assets was not in place, as required by section 
63(2)(c) of the MFMA. 

Revenue Management 

96. An effective system of internal control for revenue was not in place, as required by 
section 64(2)(f) of the MFMA. 

Consequence Management 

97. Unauthorised expenditure incurred by the municipality was not investigated to determine 
if any person is liable for the expenditure, as required by section 32(2)(a) of the MFMA. 

98. Irregular expenditure incurred by the municipality were not investigated to determine if 
any person is liable for the expenditure, as required by section 32(2)(b) of the MFMA and 
reporting regulations 75(1). 

99. Fruitless and wasteful expenditure incurred by the municipality was not investigated to 
determine if any person is liable for the expenditure, as required by section 32(2)(b) of 
the MFMA and reporting regulations 75(1). 

Conditional Grants 

100. Performance in respect of programmes funded by the Municipal Infrastructure Grant 
was not evaluated, as required by section 12(5) of the DoRA. 

Human Resource Management 

101. Appropriate systems and procedures to monitor, measure and evaluate performance 
of staff were not developed and adopted as required by section 67(1 )(d) of the MSAu 


Other information 


102. The accounting officer is responsible for the other information. The other information 
comprises the information included in the annual the audit committee's report. The other 
information does not include the financial statements, the auditor’s report and those 
development priorities presented in the annual performance report that have been 
specifically reported in the auditor’s report. 
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103. Our opinion on the financial statements and findings on the reported performance 
information and compliance with legislation do not cover the other information and we do 
not express an audit opinion or any form of assurance conclusion thereon. 

104. In connection with our audit, our responsibility is to read the other information and, in 
doing so, consider whether the other information is materially inconsistent with the financial 
statements and the selected development priorities presented in the annual performance 
report, or our knowledge obtained in the audit, or otherwise appears to be materially 
misstated. 

105. In connection with our audit, our responsibility is to read the other information and, in 
doing so, consider whether the other information is materially inconsistent with the financial 
statements and the selected development priorities presented in the annual performance 
report, or our knowledge obtained in the audit, or otherwise appears to be materially 
misstated. 


Internal control deficiencies 


106. I considered internal control relevant to my audit of the financial statements, reported 
performance information and compliance with applicable legislation; however, my 
objective was not to express any form of assurance on it. The matters reported below are 
limited to the significant internal control deficiencies that resulted in the basis for the 
qualified opinion, the findings on the annual performance report and the findings on 
compliance with legislation included in this report. 

107. The matters above, as they relate to the basis for an adverse opinion, findings on the 
annual performance report and findings on compliance with legislation, will be summarised 
in the auditor’s report as follows: 

108. There was no detailed review of the financial statements and the annual performance 
report, resulting in several misstatements not identified and corrected. 

109. The basic accounting principles of daily and monthly accounting and reconciling have 
not been implemented. 

110. Supply chain management processes were inadequate resulting in irregular 
expenditure. 

111. The financial statements and other information to be included in the annual 
performance report are not reviewed for accuracy and completeness by the accounting 
officer. 

112 The municipality did not implement appropriate risk management activities to ensure 
that regular risk assessments, including consideration of IT risks, are conducted and that 
a risk strategy to address the risks are monitored. 

113 The internal control monitoring mechanisms of the audit committee and the internal 
audit are not functioning optimally, as many control weaknesses are only detected during 
the audit of the financial statements and performance information. 
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30 November 2018 



Auditing to build public confidence 
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Annexure - Auditor-general’s responsibility for the audit 

1. As part of an audit in accordance with the ISAs, I exercise professional judgement and 
maintain professional scepticism throughout my audit of the financial statements, and 
the procedures performed on reported performance information for selected 
development priorities and on the municipality’s compliance with respect to the selected 
subject matters. 


Financial statements 


2 . 


In addition to my responsibility for the audit of the financial statements as described in 

this auditor’s report, I also: 

identify and assess the risks of material misstatement of the financial statements 
whether due to fraud or error, design and perform audit procedures responsive to 
those risks, and obtain audit evidence that is sufficient and appropriate to provide a 
basis for my opinion. The risk of not detecting a material misstatement resulting from 
fraud is higher than for one resulting from error, as fraud may involve collusion, 
forgery, intentional omissions, misrepresentations, or the override of internal control 

obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the municipality’s internal control 

evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by the accounting officer 

conclude on the appropriateness of the accounting officer's use of the going concern 
basis of accounting in the preparation of the financial statements. I also conclude, 
based on the audit evidence obtained, whether a material uncertainty exists related 
to events or conditions that may cast significant doubt on the municipality’s ability to 
continue as a going concern. If I conclude that a material uncertainty exists, I am 
required to draw attention in my auditor’s report to the related disclosures in the 
financial statements about the material uncertainty or, if such disclosures are 
inadequate, to modify the opinion on the financial statements. My conclusions are 
based on the information available to me at the date of this auditor’s report. 

However, future events or conditions may cause a municipality to cease continuing 
as a going concern 


aluate the overall presentation, structure and content of the financial statements, 
including the disclosures, and whether the financial statements represent the 
underlying transactions and events in a manner that achieves fair presentation 
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Communication with those charged with governance 

3. I communicate with the accounting officer regarding, among other matters, the planned 
scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that I identify during my audit. 

4. I also confirm to the accounting officer that I have complied with relevant ethical 
requirements regarding independence, and communicate all relationships and other 
matters that may reasonably be thought to have a bearing on my independence and, 
where applicable, related safeguards. 
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